Over recent decades ASEAN has advanced a policy of regional integration, starting with the ASEAN Free Trade Area, following on with the ASEAN+1 free trade agreements with its six main trading partners, and now with ASEAN+6. To further advance ASEAN's regional integration in the East Asian context, it should continue to focus on further liberalization of trade in goods, investment, and services that can facilitate more trade and investment. East Asian integration is designed not to be just an "extensive regional trade agreement," but is more a "responsive vehicle" that consists of trade and investment commitments combined with facilitation. To keep regional integration viable, it should adopt an open regionalism.
Introduction
ASEAN, in recent decades, has advanced its integration in trade in goods, services, and investment. ASEAN launched the ASEAN Free Trade Area (AFTA) in 1992, which evolved into the ASEAN Economic Community (AEC) in 2003 with objectives to achieve AEC being agreed on in 2006. The four pillars of the AEC are a single market and production base; a competitive region; equitable economic development; and integration into the global economy. The AEC 1 is arguably much more comprehensive than AFTA, with the first pillar having the objective of "free trade in goods, services, and investment and freer flow of capital, as well as free flow of skilled labor." The focus of the AEC has mostly been on the first pillar. The major achievements are the creation of the ASEAN Trade in Goods Agreement in 2010 and the reduction of tariffs for most intra-ASEAN trade to close to zero, especially for ASEAN-6, namely, Brunei, Indonesia, Malaysia, the Philippines, Singapore, and Thailand. The ASEAN Framework Agreement in Services (AFAS) has also progressed, from the first package (AFAS-1) in 1995 to the eighth package (AFAS-8) in 2012. On investment, there is the ASEAN Comprehensive Investment Agreement (ACIA), concluded in 2009, which is a transformation of the ASEAN Investment Area (AIA) that came into effect in 1998 responding the Asian Financial Crisis and the Investment Guarantee Agreement (IGA) that went into effect in 1987.
Another pillar where much progress has been made is the integration of ASEAN into the global economy, with free trade agreements signed and implemented with six of its East Asia trade partners. The five agreements are with Australia and New Zealand (AANZFA), China (ACFTA), India (AIFTA), Korea (AKFTA), and Japan (AJCEP). All five of these agreements have been in effect since January 2010, but they started at different times. The first one was ACFTA, which started with its early-harvest-programs in 2005, and the last one to come into effect was AIFTA, in January 2010. All these agreements cover trade in goods, trade in services and investment, and, in the case of AANZFA, other issues covered include the environment and labor. In November 2011 ASEAN took a bold strategic initiative in forming the Regional Comprehensive Economic Partnership (RCEP), which aims to consolidate the ASEAN+1 FTA agreements, and to broaden the commitments in these agreements into a more comprehensive agreement.
This paper assesses ASEAN's current and future direction within the context of regional integration as it faces uncertainties and a slowing global economy. Section 2 reviews the trends in trade and investment in the East Asian region and how it has grown, as well as the role of ASEAN in East Asia's integration. Section 3 explains the reasons for an expansion of ASEAN to include East Asia. Section 3 also illustrates ASEAN's efforts in advancing its regional integration. Section 4 concludes. Figure 1 shows that for the last two decades , intra-ASEAN trade increased at an average rate of 10.5 percent per year, compared with the increase for overall ASEAN trade at 9.2 percent and ASEAN's trade with non-ASEAN countries at 8.9 percent. Total trade has posted a sixfold increase since the beginning of AFTA, from US$ 430 billion in 1993 to US$ 2.5 trillion in 2013. Intra-ASEAN trade has surged more than sevenfold in the same period, from US$ 82 billion to US$ 609 billion, and extra-ASEAN trade grew more than five times, from US$ 348 billion to US$ 1.9 trillion. Source: Authors' calculations based on UNCTAD statistics (www.unctadstat.unctad.org/) . Figure 2 shows the changing shares of ASEAN's trade with the world, indicating significant shifts in its trading partners. The share of intra-ASEAN exports increased from 19.8 percent to 25.8 percent, whil there has been a significant increase in intra-ASEAN imports from 16.1 percent to 25.8 percent. As for its non-ASEAN partners, the dominant trend has been the rise of China, with more than a fivefold increase in the share of exports and imports traded between ASEAN and China, reaching around 12 percent of total ASEAN exports and imports in 2013. In general, ASEAN now trades more with itself, and other East Asian countries especially China, than the rest of the world. It has also seen the share of its trade with its previous major trading partners decline-including Japan from the East Asia region, the United States, and the EU.
Regional trends in trade and investment in Southeast Asia

Trends in trade and investment
If we focus on ASEAN's trade with its six FTA partners, this is the picture that emerges. As already noted, both the shares of ASEAN's exports and imports of goods to and from trading partners in East Asia increased over the 1991-2013 period. Figure 3 focuses on the six FTA trading partners, and their shares have been increasing gradually over the last 15 years. The figure shows that integration among ASEAN countries and its main trading partners has increased with ASEAN's exports to its six trading partners-increasing from 25 percent of its total exports in 2000 to 34 percent in 2012. Likewise, the share of ASEAN's imports from these partners increased from 33 percent of its total imports in 2000, to 35 percent in 2012. 2 As there are no data on exports and imports of services by country to destination country of from origin country, we cannot produce an analysis of recent trends in exports and imports of services of ASEAN countries to and from its six FTA partners. 2.2 ASEAN's role in its regional integration ASEAN together do not constitute a "giant" when compared with China and India. ASEAN is, however, an important third growth pole in Asia and apparently it is the "darling" of East Asian economic integration. In terms of trade in goods and services and investment, ASEAN's shares of total world trade were far below those of its six FTA partners. ASEAN has, however, successfully advanced economic integration in East Asia. For ASEAN, the issue and dilemma has always been about competition with the two emerging economic powerhouses in Asia, especially China, while taking the opportunity to grow with them. ASEAN (2006) and ASEAN Statistical Yearbook (2012) .
The following three figures show ASEAN's role in the world's trade in goods and services and investment, compared with its six FTA partners. Figure 5 shows that the share of ASEAN in total world trade in goods was only 6.4 percent in 2000 and increased merely to 6.8 percent in 2012. Over the same period, the share of ASEAN's six FTA partners increased from 16 percent to 24 percent of total world trade, or from US$ 1.9 trillion to US$ 7.8 trillion.
The total trade in services of ASEAN and its six FTA partners increased more than three times in the last decade. Figure 6 illustrates that ASEAN's total trade in services increased from US$ 157 billion in 2000 to US$ 528 billion in 2012. Over the same period, the total trade in services of its six FTA partners increased from US$ 399 billion in 2000 to US$ 1.4 trillion in 2012. These increases amounted to annual growth rates of 11 and 12 percent, respectively.
Turning to foreign direct investment, FDI in ASEAN countries has grown at a higher pace than that in ASEAN's six FTA partners. Figure 7 shows that FDI in ASEAN countries has grown at an annual growth rate of 20 percent compared with 15 percent for the six partners from 2001 to 2012.
The data show that ASEAN's shares of total world trade in goods and services and investment were far below those of its six FTA partners. Nevertheless, ASEAN has successfully 
Note: The size of the bubbles shows the value of inward FDI of reporting countries.
advanced integration in East Asia and its trade has grown in terms of intra-ASEAN commitments and even more so in its trade with the East Asian partners, thereby displacing the EU and the United States. ASEAN's trade and investment has continued to be increasingly integrated with its East Asian trading partners. Growth in trade has been an important driver of growth in ASEAN as well as in East Asia.
Factors behind the regional integration of ASEAN with East Asia
Given the positive story of growth in trade and increased integration within ASEAN and between ASEAN and East Asia, which in turn have acted as drivers of growth in the region, it is important to understand the factors behind these trends, and whether or not regional trade agreements have played a major role.
Regional production networks and global value chains
AFTA was designed as a production base to deepen integration between ASEAN and its main trading and investment counterparts.
Has ASEAN served as a backbone in development of these regional production networks? Even though the conventional measure of the share of ASEAN's trade to total world trade has been relatively small, ASEAN's role as a production base has increased, and it is expected to continue to increase. To enable ASEAN to build and/or be part of the production networks and to enable production networks to be effective and competitive-beyond attracting production outsourcing activities due to lower production costs (i.e., labor costs) or closeness to potential markets-much more needs to be done. It is important that tariffs are low, but for the smooth flow of goods, services, and people necessary for production networks and global value chains to be efficient and effective, non-tariff measures need to be transparent and well managed, supporting services and logistics need to be efficient, and trade facilitation measures such as customs and behind-the-border policies such as domestic regulations need to be conducive to the free flow of goods, services, investment, and professionals.
Indeed, the growth of regional production networks is one of the main ingredients of East Asian integration. Full integration would enable firms to enjoy the advantages of the regional grouping of 16 members, which currently are not provided by any existing regional trade agreements (e.g., a firm in Southeast Asia imports and uses inputs from China and exports to Japan; the firm can claim benefits from the accumulation of Chinese and ASEAN content in production together if East Asian integration is fully concluded).
Growing economies and market driven integration
Trade and demand in the ASEAN region has grown simply because of the economic growth and growth prospects of ASEAN, particularly Indonesia, Malaysia, Thailand, and Vietnam. Initially, the focus of AFTA and AEC was on production networks and the creation of a single market, but given its economic growth, sizes of populations, and increasing purchasing power, trade in the region is also increasingly driven by final demand and not just by the trade in intermediate goods and machinery.
The ASEAN region benefits from the "three Ds," a term coined by Ing (2012 The second D stands for Domestic consumption. On average, more than 65 percent of GDP in these economies is accounted for by domestic consumption. Furthermore, the growing purchasing power and middle class will lead to even greater growth in domestic consumption, whether in ASEAN or in East Asia.
The last D stands for Demographic dividend. About 50 percent of the population in Southeast Asia was in the labor force while the growth of wages in Indonesia and Vietnam has been lower than that of China, particularly since 2005; 6 this makes these countries more attractive as investment destinations. This means that these countries could still be the sites for investment relocation as China's labor cost rises. 7 The aging population in Northeast Asia and the demographic bonus in Southeast Asia can lead to complementarities in terms of the types of goods and services provided (e.g., healthcare, old-age care, final goods).
Market driven integration has also occurred as the ASEAN economies undertook reforms and most-favored nation tariffs in most cases decreased along with the AFTA and AEC commitments, while investment became increasingly open. ASEAN's commitments in the AEC provided a framework and a process, which helped to shape country reforms.
Role of regional trade agreements and ASEAN's efforts in advancing its regional integration
Have ASEAN and the ASEAN +1 agreements created a "spaghetti bowl effect" and have they been building blocks toward greater opening up? Have they been trade-creating rather than trade-diverting? Free traders who supported preferential trade agreements will argue that regional agreements will be trade-creating whereas protectionists will claim them to be trade-diverting. The ambiguity of the outcome in the Vinerian analysis has led economists to look for some criteria that would allow them to determine whether a specific union would be largely trade-creating or trade-diverting. The consensus from Wonnacott and Lutz (1989) , Summers (1991) , and Krugman (1991) is that a union would be trade-creating if member countries were geographically proximate, traded intensively with one another, and are natural trading partners. Kemp and Wan (1976) even showed that trade blocs can be constructed in a way that non-members' trade is unaffected.
Southeast Asia is one of the regions that has been relatively successful in advancing regional integration, enriching economic development. As already described, ASEAN has entered into ASEAN and ASEAN+1 free trade agreements, so that not only is it a political integration unit, but it has also significantly advanced the integration of trade in goods, services, and investment. While growth and market-driven integration explains the drivers of regional integration, free trade agreements within ASEAN and between ASEAN and its East Asian partners have arguably also had a role, directly and indirectly.
East Asian integration has also been designed not to be a just an "extensive regional trade agreement," which includes five out of seven manufacturing gainers in the last three decades-namely, China, Korea, India, Indonesia, and Thailand (Baldwin 2013, 24) . Rather, it is as also meant to be a "responsive vehicle" that consists of trade and investment commitments combined together with economic and technical cooperation and capacity building to stimulate the effectiveness of the implementation of trade and investment agreements for all members.
Last, East Asian integration aims to improve trade creation without (or at least while minimizing) trade diversion, and thus it promotes the principle of "open access," which allows any country to join the grouping later on.
The way forward: ASEAN's efforts in advancing its regional integration
In the AFTA framework, for trade in goods, 99 percent of tariffs at the HS-6 digit level were eliminated in the ASEAN-6 countries, namely, Brunei, Indonesia, Malaysia, the Philippines, Singapore and Thailand in 2010; they will be eliminated in Cambodia, Laos, Myanmar and Vietnam by 2018. Compared with ASEAN+1 FTAs, AFTA is the most advanced in terms of tariff elimination. Most of the ASEAN+1 FTAs have a tariff elimination scheme covering about 93 percent of products at the HS-6 digit level, except in the case of the ASEAN-India FTA, which has a level of about 80 percent (Kuno et al. 2015) . Further tariff elimination across East Asian countries may face challenges as not all members have a bilateral FTA between them. The current RCEP negotiations indicate that although it is easier to move on consolidating the coverage of goods for tariff reduction for countries that already have FTAs, it has been much harder for the countries that do not have FTA with each other, such as China and India. They have offered very low coverage of goods.
Evaluation of the utilization of FTAs shows that usage is increasing but remains low. ERIA's recent study on the use of FTAs in ASEAN (a survey-based analysis carried out in 2013) (Ing, Urata and Fukunaga 2015) in the manufacturing sector finds that the average usage of AFTA and ASEAN+1 FTAs for exports was about 23 percent with the highest usage being of AFTA at 59 percent. It shows that, on average, the use AFTA or ASEAN+1 FTAs were 21 percent and 18 percent, respectively. The main reason for the moderate up-take of FTAs is twofold. First, there is limited availability of information about FTAs and how to use them. Second, the benefit margins of FTAs are rather small. Benefit margins are the differences between the benefits and costs of using FTA. Benefits from FTAs for business are the margin of preference (the differences between tariffs applied to all countries or most favored nation tariffs and tariffs applied to FTA member countries); the costs of using FTAs are the costs of compliance to get certificates of origin (COOs) for FTAs. Although the official costs of obtaining an FTA COO are perceived to be reasonable, the procedure for obtaining COOs is perceived as being quite cumbersome.
The rules of origin (ROOs) of AFTA and ASEAN+1 FTAs have a relatively simple and transparent structure, with a large chunk of trade flows subject to a 40 percent regional value content (RVC) or a change of tariff classification (Medalla and Balboa 2009) . In many cases, the importers can choose which rule to claim against-this makes the system less penalizing. A recent econometric analysis (Cadot and Ing 2014) on the cost of compliance with ASEAN's ROOs at the HS-6 digit product level uncovers evidence of moderately restrictive effects, with an average tariff equivalent, across all measures and products, of 3.40 percent (or 2.09 percent using trade-weighted average). Although moderate, this may contribute to the low take-up rates that have been observed on the basis of fragmentary evidence.
ASEAN governments are cognizant of the complexity faced by firms in complying with ROOs as well as the complication inherent in having to choose to use a specific FTA among different types of FTAs that have different rules of origins due to the growing number of FTAs in the region. Some efforts are being undertaken to solve these issues, such as by providing more information on FTAs and how to use them. Furthermore, in the RCEP negotiations there is an attempt to harmonize and generalize the alternative rules on ROOs. There is also an effort to provide a more significant margin of preference so that businesses can enjoy greater benefits from FTAs.
In trade in services, ASEAN developed the AFAS, starting from AFAS-1 in 1995 to AFAS-8 in 2012. The extent of openness in the services sector can be measured by using the Hoekman index based on three modes of trade in services covering 155 sectors (1 means liberalized and 0 means closed). A study by Ishido (2015) asserts that AFAS-8 shows an index of 0.44 which is relatively higher compared with that of AANZFTA (0.34), ACFTA-package 2 (0.21), and AKFTA (0.21).
The ACIA has four pillars (liberalization, protection, facilitation and promotion). It covers manufacturing, agriculture, mining, fisheries, forestry, and services with exceptions listed in a single negative list. Compared with the ASEAN+1 Investment Agreements, such as the ASEAN-Korea and ASEAN-China investment agreements, ASEAN Comprehensive Investment Agreement (ACIA) has the most comprehensive agreement package.
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ASEAN has promoted investment quite well through Web sites, but it remains poor in responding to inquiries. The large improvement in investment promotion was partly due to massive development of Web sites and online business licensing systems in a number of ASEAN countries, most notably Singapore and Malaysia. Based on Global Investment Promotion Best Practices, ASEAN made good progress in promoting investment through its Web site and inquiry handling in 2009, recording a big jump from 36 percent to 48 percent, before dropping slightly to 43 percent of total queries responded in 2012 (Ing and Maur 2013) . East Asian integration could also be a good avenue to improve investment facilitation and promotion, particularly in terms of investment procedures and inquiry handling.
AEC encompasses not just opening up trade in goods, services, and investment, but also facilitation and standards issues. On this front, the ASEAN Single Window (ASW) for one-stop clearance of goods has not been achieved for all ASEAN countries by the targeted date of 2008, but parts of the national single window is in place in some countries and a subset of ASEAN countries are already beginning to participate in the ASW. More importantly, however, the process towards an ASW has obliged countries like Indonesia to initiate the process of building a national single window whereby numerous government departments and agencies involved in export and import are integrated into one system. This trade facilitation measure has increased the efficiency in the movement of goods, although the process is still in progress.
On the issue of standards, there have been mutual recognition agreements on standards for goods such as electronic goods and cosmetics, and also for professionals such as those in tourism and medical workers. The process of establishing ASEAN standards and mutual recognition agreements is still continuing and new sources of barriers to trade can come from standards if they are subjected to transparency and scientific or clear guidance for the establishment of standards, with a wide stakeholder base to determine the standard, and a recognized certification body. A great deal more work needs to be done to ensure that this is realized as part of AEC's commitment to become a single market.
Conclusion
Regardless of the debate on the impact of regional agreements on economic development and welfare, regional agreements among natural trading partners, as in the case of ASEAN as well as the ASEAN +1, tend to be trade-creating. The ASEAN and ASEAN+1 experience also shows that the process of entering regional agreements is important, as it also drives unilateral and domestic reforms (New Zealand 10 and Southeast Asia are good examples for this). In the past, ASEAN was seen as the training ground for competing with one's neighbors first before competing globally, besides tapping on regional production networks. The continued process of widening and deepening AEC, including the consolidation into a RCEP, therefore should be continued to further consolidate reform efforts and institution building in East Asia.
The continued process should focus on deepening ASEAN's current commitments by completing the AEC targets, some of which will not have been achieved on 1 January 2016 and many of which will have to be implemented beyond 2015. The coverage is not just on goods, services, and investment, but also needs to include behind-theborder issues related to non-tariff barriers, standards, deepening of the liberalization of services, movement of professionals, trade, and visa facilitation. It also needs widening of the AEC through the consolidation of ASEAN+1 into the RCEP. The urgency is there given the potential progress in other regional agreements such as the Trans Pacific Partnership.
Some policy recommendations on important issues to address in regional integration are as follows. First, in trade in goods, ASEAN should set an ambitious yet feasible target level of openness with a common concession approach and concurrently work towards simplifying the ROOs. In simplifying the ROOs, it may start with (i) generalizing an alternate ROO such as a RVC or Change in Tariff Heading (CTH) and (ii) simplifying the ROOs in sectors like apparel, footwear, and prepared foods. In addition, if East Asian integration will allow deviation in a common concession in a trade agreement, then it needs to consider indicators of deviation, such as the percentage level of deviation, and a period of time for deviation.
It is also important to keep in mind that as tariffs are decreasing, there will be increased pressures to use other trade instruments to "protect" domestic industries. Typically, they involve non-tariff measures (NTMs). The ASEAN Trade in Goods Agreement actually requires ASEAN countries to announce their NTMs in a transparent way and to introduce a system of evaluation of NTMs so that their justification and process of determination is made clear-although there has not been much progress in ASEAN with regard to that. NTMs are still being determined in an ad hoc manner, thereby creating uncertainties in the investment climate. There is thus room for ASEAN and its trading partners to push forward on improving transparency in NTMs.
Moreover, based on the relatively low usage of the existing FTAs, East Asian integration should provide more options for businesses to be able to use these vehicles by generalizing alternate rules, as, for example, by giving the exporter the option of using either a RVC or a CTH. This can provide businesses with more options, depending on their operations. This should also be followed by harmonizing product-specific rules across all agreements in the region.
Second, in trade in services, ASEAN may consider using an AFAS approach as a reference for further openness between ASEAN and its East Asian trading partners. Moreover, in increasing commitments in liberalization in the services sector, instead of coming up with a new package approach, ASEAN may consider something innovative, such as setting a level of commitment in advance, and designing targets to achieve these commitments over a certain period of time. ASEAN could start by prioritizing deeper integration in four to five key services sectors that could stimulate trade in goods and investments-for instance, in finance, transportation, logistics, telecommunication, and business services.
Third, in terms of investment, ACIA is the most comprehensive investment agreement compared with the AK, AC, and AANZ investment agreements, so ASEAN may consider using ACIA as a reference point. Simultaneously, ASEAN could also propose a "single negative list" approach to be implemented in any East Asian integration agreements. Moreover, East Asian integration could be an avenue for facilitation and promotion of domestic investment reforms to improve investment procedures and inquiry handling.
Fourth, to further increase trade in goods and services and investment, ASEAN should continue its efforts in trade and investment facilitation, such as improving trade across borders, transparency in trade regulations, and investment facilitation and promotionincluding the clarity of investment approval and rejection procedures and investment inquiry handling.
Finally, the issue of standards and mutual recognition of standards is key if there is to be free movement of goods as well as professional workers, which is part of achieving the goals of a single market and regional production base, and increasingly to participate in the regional or global value chain.
The bottom line is that ASEAN should advance its regional integration as a vehicle for multilateral integration and domestic reforms as well as institution-building, and thus it should design feasible levels of commitments that are achievable within a certain timeframe. This will lead to unilateral reforms in a multilateral world. In East Asia, the heterogeneity of countries in terms of size, economic development, political systems, and cultural background has led to a process of voluntary agreements. To keep regional integration viable, it should adopt an "open regionalism" policy, which is regional economic integration that is not discriminatory against outside countries; typically, a group of countries that agrees to reduce trade barriers on a most favored nation basis.
